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E.O. 11652: ADS, DECLAS 12/15/75 
TAGS: EAID, EFIN, HK 

SUBJECT: PROPOSED ADB LOAN FOR SHA TIN SEWAGE TREATMENT 
PROJECT (HONG KONG) 

USADB 

FOR NAC AGENCIES 

SUMMARY: ADB MANAGEMENT PROPOSES $20.0 MILLION EQUIVALENT 
LOAN FROM ORDINARY CAPITAL RESOURCES TO GOVT. OF HONG KONG 
TO HELP FINANCE FOREX COST OF PROCUREMENT OF MACHINERY 
AND EQUIPMENT FOR CONSTRUCTION OF STAGE I OF PERMANENT 
SEWAGE TREATMENT WORKS TO SERVICE NEEDS OF POPULATION OF 
226,000 AT NEW TOWN OF SHA TIN IN NEW TERRITORIES IN HONG 
KONG. USADB RECOMMENDS FAVORABLE NAC ACTION. 

1. ADB DOC. R86-75 WITH ATTACHMENTS DESCRIBING PROPOSED 
LOAN POUCHED ADDRESSEES SEPTEMBER 8. BOARD CONSIDERATION 
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2. ADB MANAGEMENT PROPOSING $20.0 MILLION LOAN FROM 
ORDINARY CAPITAL RESOURCES TO GOVT. OF HONG KONG. 

PROCEEDS WILL HELP FINANCE FOREX COST OF SEWAGE 
TREATMENT FACILITIES FOR POPULATION OF 226,000 AND FOR 
INDUSTRIAL POLLUTION LOAD OF 100,000 POPULATION EQUIVA- 
LENT AT SHA TIN NEW TOWN (STNT) IN NEW TERRITORIES IN 
HONG KONG. PROPOSED TERMS ARE 15 YEAR AMORTIZATION 
INCLUDING 5 YEAR GRACE PERIOD. 9 1/2 PERCENT INTEREST (COMPARED 
TO STANDARD RATE 8-3/4 PERCENT). GOVT. OF HONG KONG 

TO BE BORROWER AND PUBLIC WORKS DEPARTMENT (PWD) 

THE EXECUTING AGENCY. ADB LENDING RATE OF 9 1/2 
PERCENT PERANNUM FOR COUNTRY WITH HIGH PER CAPITA GNP 
HAS BEEN FIXED IN ACCORDANCE WITH BOARD RESOLUTION ON 
REPORT ENTITLED QUOTE REVIEW OF BANK'S LENDING RATE 
UNQUOTE (DOC. R5-75 OF JANUARY 13, 1975). 

3. SHA TIN IS LOCATED ABOUT 10 KM. NORTH OF KOWLOON IN 
NEW TERRITORIES ON MAIN RAILROAD LINK TO PEOPLES' 

REPUBLIC OF CHINA. IT IS ONE OF NEW TOWNS TO BE 
DEVELOPED BY GOVT. FOR RELIEVING OVERCROWDING IN 
EXISTING URBAN CENTERS BY PROVIDING LOW-COST HOUSING. 

SINCE 1950, POPULATION OF HONG KONG HAS MORE THAN 
DOUBLED; OVERCROWDING HAS CREATED UNSATISFACTORY 
LIVING CONDITIONS AND HAS MADE TASK OF PROVIDING 
ADEQUATE INFRASTRUCTURE FACILITIES AND ENVIRONMENTAL 
PROTECTION EXTREMELY DIFFICULT. IF SITUATION IS 
ALLOWED TO CONTINUE UNREMEDIED, IT COULD BECOME 
TOTALLY UNMANAGEABLE. 

4. AT PRESENT SHA TIN HAS ABOUT 25,000 POPULATION, 

OF WHOM NEARLY 10,000 ARE SPREAD OUT IN SMALL VILLAGES 
AND LOCALITIES WHERE AGRICULTURE, MARKET GARDENING AND 
FISHING ARE PRACTICED. MOST OF RECENT MIGRANTS WORK 
IN SHA TIN'S LIGHT INDUSTRY OR COMMUTO TO KOWLOON. 

5. IN 1973, MAUNSELL CONSULTANTS ASIA (MCA) SUBMITTED 
REPORT TO GOVT. PROPOSING PROGRAM FOR 1973-1983 
ENVISAGING DEVELOPMENT OF NEW TOWN TO ACCOMMODATE 
500,000 PEOPLE AND INDUSTRY WITH EMPLOYMENT POTENTIAL 
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OF UP TO 100,000 PERSONS. ABOUT SAME IME GOVT. 

CREATED NEW TERRITORIES DEVELOPMENT DEPARTMENT (NTDD) 

IN PWD WITH RESPONSIBILITY FOR PLANNING AND DEVELOPMENT 
OF NEW TOWNS AND FOR IMPLEMENTING ENGINEERING WORK FOR 
LAND IMPROVEMENT, ROADS, DRAINAGE SEWERAGE AND 
NECESSARY INFRASTRUCTURE. STNT IS ONE OF THREE MAJOR 
NEW TOWNS NOW BEING DEVELOPED BY NTDD. 
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6. ON BASIS CONSULTANTS' REPORT, TWO-STAGE IMPLE- 
MENTATION PROGRAM WAS DRAWN UP IN EARLY 1974 BY 
STNT DEVELOPMENT OFFICE. MCA WAS RETAINED FOR STAGE I 
DEVELOPMENT TO BE COMPLETED IN 1981-1982 FOR POPULATION 
OF ABOUT 226,000 WITH APPROPRIATE INDUSTRIAL AND 
COMMERCIAL SPACE. 

7. TO SERVE INTERIM NEEDS OF GROWING POPULATION AND 
INDUSTRIES IN SHA TIN UP TO 1980, GOVT. DECIDED TO SET 

UP TEMPORARY SEWAGE TREATMENT PLANT TO SERVE ABOUT 
35,000 PEOPLE. FIRST UNIT OF PLANT WAS COMMISSIONED 
IN MAY 1975. TO SERVE AN ADDITIONAL 60,000 PEOPLE, 

GOVT. HAS DECIDED TO SUPPLEMENT CAPACITY OF TEMPORARY 
PLANT WITH INTERIM TREATMENT PLANT, WHICH IS 
EXPECTED TO BE OPERATIONAL BY EARLY 1977. THESE TWO 
PLANTS WOULD BE DISBANDED AFTER PERMENENT TREATMENT 
PLANT, FOR WHICH BANK FINANCING BEING REQUESTED, 
BECOMES OPERATIONAL IN 1980. 

8. PROPOSED BANK PROJECT PROVIDES FOR PHASE I OF 
PERMANENT SEWAGE TREATMENT FACILITIES WITH 25 MGD 
CAPACITY USING ACTIVATED SLUDGE PROCESS. (SOME 
COMPONENTS WOULD BE DESIGNED TO ACCOMMODATE PHASE II 
CAPACITY OF 50 MGD.) GAS PRODUCED DURING SLUDGE 
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AMEMBASSY LONDON 


LIMITED OFFICIAL USE SECTION 2 OF 2 MANILA 12959 

DIGESTION WILL BE STORED AND USED TO MEET ABOUT 30 
PERCECENT OF FUEL REQUIREMENTS OF PROJECT S POWER GENERATION 
FACILITY. PROJECT CONSISTS OF THREE MAJOR COMPONENTS: 

(A) CONSTRUCTION OF MAIN PUMPING STATION; (B) LAYING 
OF 2 KM. LONG, 1400 MM. TWIN PIPELINES; AND (C) SEWAGE 
TREATMENT FACILITIES. MAJOR EQUIPMENT ITEMS WOULD BE 
CENTRIFUGAL AND SLUDGE PUMPS, AIR-COMPRESSORS AND 
DIFFUSERS, SCREENS. SCRAPERS, TANKS FOR SEDIMENTATION, 
AERATION AND SETTLEMENT, DEWATERING UNITS AND PIPES. 

CIVIL WORKS WOULD INCLUDE BUILDINGS FOR EQUIPMENT, 900 
METER LONG TWIN OUTFALL, OFFICES AND STAFF ACCOMMODATION. 
MAJOR PART OF CONSTRUCTION WOULD BEGIN EARLY 1977 AND 
BE COMPLETED BY END 1979. 

9. TOTAL COST OF PROJECT FACILITIES IS ESTIMATED AT 
$61.5 MILLION EQUIVALENT, INCLUDING $25.8 MILLION FOREX 
REQUIREMENT OF WHICH BANK PROPOSES TO PROVIDE $20 MILLION 
AND GOVT. $5.8 MILLION. GOVT'S FOREX CONTRIBUTION WILL 
COVER IMPORTED MATERIAL FOR CIVIL WORKS AND CONSULTANT 
LIMITED OFFICIAL USE 
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FEES. GOVT. MAY BORROW FROM COMMERCIAL BANKS TO FINANCE 
PART OF PROJECT COST; HAS ASSURED TERMS AND CONDITIONS 
OF ANY SUCH LOAN WOULD BE ACCEPTABLE TO BANK (SIDE 
LETTER NO. 2). CHOICE OF SLUDGE DISPOSAL FACILITY 
HAS NOT YET BEEN FINALIZED. HOWEVER, IF ITS FOREX 
COST IS LESS THAN AMOUNT PROVIDED FOR, BANK LOAN 
WOULD BE APPPROPRIATELY REDUCED. 

10. BANK'S GUIDELINES FOR PROCUREMENT TO BE OBSERVED. 

ORDERS BELOW $100,000 WOULD USE INTERNATIONAL 
COMPETITIVE BIDDING. WHILE NOT NORMAL BANK PRACTICE, 

BANK PROPOSES TO CONSIDER GOVT'S PROPOSAL FOR PREQUALI- 
FICATION OF EQUIPMENT SUPPLIERS ON SELECTIVE BASIS IN 
VIEW LARGE NUMBER OF CONTRACTS AND RESULTANT MULTIPLIC- 
ITY OF PROSPECTIVE SUPPLIERS. 

1 1 . CONSULTING FIRM OF J.D. & D.M. WATSON PREPARED 
FEASIBILITY REPORT FOR PROPOSED SEWAGE TREATMENT 
PROJECT IN 1973. AN ASSOCIATE FIRM - WATSONS (HONG 
KONG) - HAS BEEN RETAINED BY GOVT. FOR ENGINEERING/ 
CONSTRUCTION SUPERVISION. GOVT. HAS ALSO APPOINTED MCA 
FOR DESIGN, ENGINEERING AND CONSTRUCTION SUPERVISION 
OF NEW TOWN. 
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12. PWD, THE EXECUTING AGENCY, IS GOVT. DEPARTMENT 
ORGANIZED ON FUNCTIONAL BASIS AND RESPONSIBLE FOR WHOLE 
COLONY. ITS PROJECT FUNDS ARE UNDER OVERALL ADMINI- 
STRATIVE CONTROL OF FINANCE BRANCH OF COLONIAL 
SECRETARIAT. ITS BUDGET IS SUBJECT TO APPROVAL OF 
LEGISTIVE COUNCIL. PWD'S CIVIL ENGINEERING OFFICE 

HAS IMPLEMENTATION RESPONSIBILITY FOR TREATMENT WORKS 
COMPONENT WHILE STNT DEVELOPMENT OFFICE HAS RESPONSIBILITY 
FOR CONSTRUCTION OF MAIN PUMPING STATION AND LAYING 
OF RISING MAINS. 

13. THERE ARE NO SPECIFIC CHARGES FOR SEWERAGE SERVICES 
IN HONG KONG; RATHER THESE COSTS ARE RECOVERED AS AN 
ELEMENT IN ONE CONSOLIDATED CHARGE CALLED GENERAL RATES. 
GOVT. HAS AGREED TO IDENTIFY FUNDS REQUIRED TO MEET 

(A) ANNUAL OPERATION AND MAINTENANCE COSTS OF SWEERAGE 
SECTOR AND (B) AMORTIZATION PAYMENTS ON DEBTS INCURRED 
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FOR FINANCING SEWERAGE SECTOR. A CERTIFICATE OF ADEQUATE 
ALLOCATION AND ITS APPROPRIATION FOR SEWERAGE PURPOSES 
WILL BE PROVIDED BANK ANNUALLY. (SIDE LETRER NO. 2. 

PARA. 3.) 

14. AT TIME HONG KONG WAS ADMITTED TO BANK MEMBERSHIP, 
UNITED KINGDOM GOVT. GAVE, PURSUANT TO ARTICLE 3.3 OF 
BANK'S ARTICLES OF AGREEMENT, UNDERTAKING OF RESPONSI- 
BILITY FOR HONG KONG'S LOAN OBLIGATIONS TO BANK WITH 
U.K. GOVT. APPROVAL. U.K. HAS INDICATED WILLINGNESS 

IN PRINCIPLE TO APPROVE PROPOSED LOAN. HOWEVER. FORMAL 
APPROVAL MUST AWAIT BRITISH HOUSE OF COMMONS APPROVAL 
OF STATUTORY INSTRUMENT INCREASING AMOUNT PROVIDED 
UNDER EXISTING LEGISLATION TO COVER CONTINGENT U.K. 
LIABILITIES UNDER ITS UNDERTAKING. SUCH APPROVAL IS 
EXPECTED IN NOVEMBER 1975, OR SHORTLY THEREAFTER, AND 
IS PREREQUISITE FOR EXECUTION OF LOAN DOCUMENTS BETWEEN 
HONG KONG GOVT. AND BANK. 

15. PROPOSED PROJECT HAS BEEN RECORDED HIGH PROPRITY 
BY GOVT. AS ESSENTIAL COMPONENT IN SHA TIN DEVELOPMENT 
PROGRAM WHICH AIMS TO RELIEVE EXCESSIVE OVERCROWDING 
OF POPULATION AND INDUSTRIAL ACTIVITY IN COLONY'S URBAN 
CENTERS. IT IS CONSIDERED TO BE SOCIALLY IMPORTANT, 
ECONOMICALLY JUSTIFIED AND TECHNICALLY SOUND. USADB 
SUPPORTS PROPOSAL AND RECOMMENDS FAVORABLE NAC ACTION. 

16. REQUEST HONG KONG'S COMMENTS FOR NAC AGENCIES, INFO 
USADB MANILA, PURSUANT TO STATE 1 19795 DATED 3 JULY 
1972. 

SULLIVAN 
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